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Mexico experienced anemic growth during 2002, primarily because of a continued slump in the US
and world economies. In a report released in early February, the Secretaria de Hacienda y Credito
Publico (SHCP) said last year's GDP growth reached only 1%, seven-tenths of a percentage point
below the rate of 1.7% targeted by President Vicente Fox in the 2002 budget submitted to Congress
(see SourceMex, 2001-11-14). Last year's small economic growth represents a slight recovery from
2001, when GDP contracted by 0.2% (see SourceMex, 2002-02-13). This compares with robust GDP
growth rates of 3.9% in 1999 and 6.9% in 2000 (see SourceMex, 2000- 02-03 and 2001-02-04).
The Banco de Mexico (central bank) adopted more realistic projections for GDP growth throughout
the year. The bank initially forecast growth rates of 1.5% and 1.8% in the first half of 2002, but later
reduced the estimates to 1.3% and then 1.1% in the second semester of the year. The central bank
is scheduled to release its official figures for GDP growth in mid-February. In contrast, the SHCP
as recently as early January of this year insisted that the administration's targeted rate of 1.7%
remained realistic. The SHCP revised its forecasts with a report released in early February.
Guillermo Guemes Garcia, a deputy governor at the central bank, said the GDP growth would have
fallen below 1% had it not been for a small increase in the rate for the fourth quarter of the year.
Andres Conesa, the SHCP's director of financial planning, said last year's weak growth translated
to insufficient job creation, which in turn reduced the government's tax revenues and raised the
government's public deficit to 37 billion pesos (US$3.4 billion).
The impuesto sobre la renta (ISR), equivalent to an income tax, was 63 billion pesos (US$5.8 billion)
below the government's target. Similarly, two taxes imposed at the consumer level the valueadded tax (impuesto al valor agregado, IVA) and the special luxury tax (impuesto especial sobre
produccion y servicios, IEPS) were each down substantially.
Higher-than-expected oil prices partially compensated for last year's lag in tax collections (see
SourceMex, 2003-01- 22). Officials say goal of 3% GDP growth in 2003 still realistic Even with the
economy's weak economic performance, SHCP and central-bank officials continue to insist that the
Fox administration's 2003 target of 3% GDP growth is still within reach.
"Our estimate for 2003 is for a 3% GDP growth, with the understanding that the economy will
remain slow in the first two quarters of the year and recover significantly in July- December,"
Guemes told reporters in mid-January. This estimate assumes that the US economy will expand,
increasing demand for exports from Mexico and channeling new direct investment into Mexico's
manufacturing sector.
Everardo Elizondo, another deputy governor at the Banco de Mexico, said the bank's forecast
assumes that inflation and other economic indicators will remain stable. "This would put the
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3% target within reach," he told members of a business organization in January. The stability of
economic indicators remains in question, however, with the steady decline in the value of the
Mexican peso in recent weeks. The Mexican currency dropped to more than 11 pesos per US$1.00 in
early February before recovering to about 10.85 pesos per US$1.00 as of Feb. 5.
The fate of the peso is driven by an uncertain global economy, particularly concerns about a possible
war in Iraq. "We are very concerned about the effect of a war on the global economy, especially the
potential volatility of oil prices," said Finance Secretary Francisco Gil Diaz during a tour of Germany
in late January.
The Mexican business community is also concerned about the long-term effect of a war on the
country's economy. Othon Ruiz Montemayor, president of the Asociacion de Banqueros de Mexico
(ABM), recently told reporters he worried that the peso may not recover significantly even if the
world economy eventually regains stability. "It is a given that the depreciation of our currency will
result in an increase in the prices of goods and services, which in turn will push inflation above the
Banco de Mexico's target of 3%," Ruiz said in a press conference in Monterrey at the end of January.
Other private analysts, meanwhile, have reduced their estimates for GDP growth in 2003 because of
the uncertain global economic outlook. Organizations such as the Instituto de Ejecutivos de Finanzas
(IMEF), Consultores Internacionales (CI), the Confederacion Patronal de la Republica Mexicana
(COPARMEX), the Confederacion de Camaras Nacionales de Comercio (CONCANACO), and the
Camara Nacional de la Industria de Transformacion (CANACINTRA) have cautiously lowered
their projections by a few tenths of 1%. Their forecasts are now expressed in a range, leaving the
possibility that the economy could still reach 3%, but also suggesting that GDP growth could be as
low as 2.2%.

Prospects for job growth considered poor
Central bank chief governor Guillermo Ortiz Martinez said the weak peso is a double-edged sword
for the Mexican economy, allowing a small increase in exports but also limiting job creation. "We
could still reach 3% GDP growth this year, but it won't be accompanied by any significant increase
in employment," Ortiz recently predicted.
The anemic growth in jobs is especially evident in the maquiladora sector, which has been in a
slump since at least 2000 (see SourceMex, 2001-08-22, 2001-11-28, and 2002-09-11). Daniel Romero
Mejia, president of the Consejo Nacional de la Industria Maquiladora de Exportacion (CNIME), said
multinational companies have moved 200 maquiladora operations out of Mexico in the past two
years, resulting in massive job losses.
Romero said job losses may not be as significant this year, but job creation will also lag. He
estimated that employment in the maquiladora sector would remain stagnant at about 1.1 million
jobs during 2003. The misfortunes of the maquiladora sector are a reflection of the overall poor state
of Mexico's manufacturing industry. In a recent report, the government's statistics agency Instituto
Nacional de Estadistica, Geografia e Informatica (INEGI) said manufacturing jobs had declined for
23 consecutive months as of last November.
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Some business leaders say the Fox administration and the Congress are not doing enough to
stimulate the economy. Hector Rangel Domene, president of the Consejo Coordinador Empresarial
(CCE), said the government must expedite deregulation of the electrical sector and other industries,
increase spending on infrastructure, promote increased access to financing, and combat smuggling.
"There is an increasing awareness that we cannot grow if we don't make these structural reforms,"
Rangel said in late January.
An unintended effect of the stagnant growth has been an explosive increase in the informal
economy. "I suspect that we are underestimating the informal economy and its contribution to
the country's GDP," said Ortiz. Ortiz said the Banco de Mexico and INEGI are working on a new,
more accurate formula to measure the effect of street vendors, artisans, and other members of the
informal economy on the country's overall economic activity. "Even though Mexico created only
62,000 formal jobs, the informal economy has increased at a very fast rate."
The central bank governor noted the other "escape valve" for people who cannot find jobs in the
formal economy is to migrate to the US. The US Immigration and Naturalization Service (INS)
says that almost 70% of the estimated 8 million undocumented immigrants in the US are originally
from Mexico. [Note: Peso-dollar conversions in this article are based on the Interbank rate in
effect on Feb. 5, reported at 10.85 pesos per US$1.00] (Sources: Associated Press, 01/07/03; Reuters,
01/16/03; Epoca, 01/27/03; El Economista, 01/30/03; The New York Times, 01/25/03, 01/31/03; Copley
News Service, 01/31/03; El Universal, 01/08/03, 01/14/03, 01/30/03, 01/31/03, 02/03/03; El Financiero,
01/16/03, 01/24/03, 01/28/03, 01/30/03, 01/31/03, 02/03/03; Agencia de noticias Proceso, Notimex,
02/04/03; La Cronica de Hoy, 01/08/03, 01/10/03, 01/29/03, 01/31/03, 02/03-05/03; CNI en Linea,
01/21/03, 02/05/03; Reforma, 01/28/03, 02/05/03; Milenio Diario, 01/31/03, 02/05/03; La Jornada,
01/24/03, 01/29-31/03, 02/03-05/03)
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